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IPSAS 15 Definition

A financial asset is:

• Cash

• A contractual right to receive cash or 

another financial asset from another entity

• A contractual right to exchange financial 

instruments with another entity under 

conditions that are potentially favorable

• An equity instrument of another entity



IPSAS 15 Financial Instruments

• Financial instruments include both primary instruments, such 

as receivables, payables and equity securities, and derivative 

instruments, such as financial options, futures and forwards, 

interest rate swaps and currency swaps

• Derivative financial instruments, whether recognized or 

unrecognized, meet the definition of a financial instrument 

and, accordingly, are subject to IPSAS Standard

• For DMOs, it covers cash, securities and derivatives that are 

maintained for meeting debt obligations and hedging risks

• Financial asset portfolio should be valued at the amount for 

which each asset could be exchanged between 

knowledgeable, willing parties in an arm's length transaction, 

i.e. fair value, which will be the “market” price for traded 

instruments or “derived” price for non-traded instruments



Example of Financial Asset Portfolios

1. Foreign exchange reserves

– managed by the central bank (may involve fund managers)

2. Cash and liquidity portfolio

– managed by DMO or Treasury (cash management)

3. Financial investment portfolio (including derivatives)

– managed by DMO but could be placed with central bank 

particularly for foreign currencies

4. Sovereign wealth fund (~ 44 countries)

– managed under own legislation or by fund managers

5. Other designated funds

– disaster risk such as SEADRIF, insurance & pension funds, 

student loans, sinking funds, guarantee redemption fund



Financial Balance Sheet of New Zealand

C o m m e n t a r y  o n  t h e  F i n a n c i a l  S t a t e m e n t s  

22 B.11 – Financial Statements of the Government of New Zealand 

N e t  W o r t h  A t t r i b u t a b l e  t o  t h e  C r o w n  ( c o n t i n u e d )  

Financial Balance Sheet 

The Crown’s bond programme and therefore holds the 

majority of the Crown’s debt (while the assets funded 

by the debt are largely in the social sector).  Financial 

sector net worth changed by $7.4 billion, from  

-$56.4 billion last year to -$49.0 billion in the current 

year.   

The value of financial assets and financial liabilities 

are particularly sensitive to changes in market prices. 

Note 2, on pages 43 to 47, sets out some of the 

sensitivities of the key assumptions regarding these 

assets and liabilities.   

The Crown’s financial sector assets were valued at 

$94.2 billion, a $6.3 billion increase compared to last 

year.  As mentioned earlier, the NZS Fund recorded 

net gains with assets growing by $6.8 billion, which 

directly impacts the financial balance sheet.   

Financial sector liabilities were $143.2 billion, 

$1.2 billion lower than the previous year, mainly as the 

result of decreases in the value of ACC and GSF 

liabilities.   

Commercial Balance Sheet 

Commercial sector net worth at $22.9 billion increased 

by $1.1 billion compared to last year. 

The Crown’s commercial assets were valued at 

$56.7 billion, a $1.4 billion increase over the year.  A 

large component of this increase related to Kiwibank 

loans ($1.1 billion increase), along with increases due 

to property, plant and equipment valuation uplifts and 

additions across the sector. 

Commercial liabilities at $33.9 billion were broadly in line with last year’s position.   

Figure 21 – Financial balance sheet 

 

Source: The Treasury 

Figure 22 – Commercial balance sheet 

 

Source: The Treasury 
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• “Notional” NZDMO 

balance sheet can be 

“completed” by 

including other Crown 

financial assets

• Objective is to 

manage wider Crown 

balance sheet risk

• On this basis, a “big 

five” list of financial 

assets are included in 

NZDMO’s ALM 

framework (GSF, 

EQC, ACC, RBNZ, 

and NZSF)



Financial Asset Portfolios in NZ
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Note 26:  Financial Instruments (continued) 

Classification of financial assets and financial liabilities 

Financial instruments are measured at either fair value or amortised cost.  Financial instruments measured at fair 

value are further classified into three designations; available for sale, held for trading and fair value through the 

operating balance.  Changes in the value of an instrument may be reported in the statement of financial performance 

or directly in other comprehensive revenue and expense depending on its designation.   

Financial assets 

30 June 30 June
Note 2017 2016

$m $m

By class

18,732 15,617

Reinsurance, trade and other receivables 12 4,905 4,342

13 4,730 4,791

13 4,381 5,888

13 39,558 40,822

13 1,837 1,897

14 30,700 24,217

15 17,795 16,689

15 9,197 8,982

15 1,591 2,563

Total financial assets 133,426 125,808

By valuation methodology

Loans and receivables at amortised cost 58,135 54,015

Fair value

     Available for sale 1,223 747

     Held for trading 4,446 5,948

     Fair value through the operating balance 69,622 65,098

Total financial assets at fair value 75,291 71,793

Total financial assets 133,426 125,808

Actual

Cash and cash equivalents

Long-term deposits

Derivatives in gain

Marketable securities

IMF financial assets

Share investments

Student loans

Kiwibank loans

Other advances

 

As at 30 June 2017, the carrying value of financial assets that had been pledged as collateral was $888 million 

(2016: $2,416 million).  These transactions are conducted under terms that are usual and normal to standard 

securities borrowing.  The amount will fluctuate depending on the market values of derivatives held that are in a loss 

position at 30 June 2017 and that require collateral to be posted as per the terms. The decrease in collateral 

pledged is largely as a result of securities pledged as collateral by the Reserve Bank and the New Zealand 

Superannuation Fund. For more information refer to the individual entity's annual report. 

 

Source: NZ CFS as at 30 June 2017



NZDMO Derivative Portfolio

N o t e s  t o  t h e  F i n a n c i a l  S t a t e m e n t s  
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Note 26:  Financial Instruments (continued) 

Derivatives 

Derivative financial instruments are used across the portfolios to manage exposure to interest rate, foreign currency 

and electricity sector risk.  These transactions do not generally involve any principal exchange at commencement, 

they are an agreement to change the characteristics of the underlying transactions.  The credit exposure is therefore 

limited to the net market value movement resulting from changes in relevant interest rates, currencies or electricity 

price and volume.  The notional value is therefore a reference to the calculation base, not a reflection of the 

counterparty exposure. 

Derivatives 

in gain

Derivatives 

in loss

Net carrying 

value

Derivatives 

in gain

Derivatives 

in loss

Net carrying 

value

$m $m $m $m $m $m

1,677 475 1,202 1,943 436 1,507

864 441 423 1,034 752 282

1,175 1,710 (535) 1,993 2,664 (671)

9 4 5 28 10 18

656 483 173 890 715 175

4,381 3,113 1,268 5,888 4,577 1,311

Derivatives 

in gain

Derivatives 

in loss

Total Notional 

value 

Derivatives 

in gain

Derivatives 

in loss

Total Notional 

value

$m $m $m $m $m $m

64,964 14,803 79,767 46,420 15,564 61,984

11,122 5,469 16,591 10,638 8,642 19,280

42,183 55,027 97,210 41,363 51,547 92,910

2,037 3,371 5,408 3,375 4,207 7,582

20,400 13,077 33,477 24,118 15,652 39,770

140,706 91,747 232,453 125,914 95,612 221,526

Carrying Value Carrying Value

As at 30 June 2017 As at 30 June 2016

Foreign exchange 

Cross currency swaps

Interest rate swaps

Futures

Other derivatives

Total derivatives

Notional Value Notional Value

As at 30 June 2017 As at 30 June 2016

Foreign exchange 

Cross currency swaps

Interest rate swaps

Futures

Other derivatives

Total derivatives
 

Derivative financial instruments are recognised both initially and subsequently at fair value.  They are reported as 

either assets or liabilities depending on whether the derivative is in a net gain or net loss position respectively.  

Recognition of the movements in the value of derivatives depends on whether the derivative is designated as a 

hedging instrument and, if so, the nature of the item being hedged (see Hedging section below). 

Derivatives that are not designated for hedge accounting are classified as held-for-trading financial instruments with 

fair value gains or losses recognised in the statement of financial performance.  Such derivatives may be entered 

into for risk management purposes, although not formally designated for hedge accounting, or for tactical trading. 

Individual entities consolidated within the Government reporting entity apply hedge accounting after considering the 

costs and benefits of adopting hedge accounting, including: 

i) whether an economic hedge exists and the effectiveness of that hedge 

ii) whether the hedge accounting qualifications could be met, and 

iii) the extent to which it would improve the relevance of reported results. 

Source: NZ CFS as at 30 June 2017



NZDMO Asset Portfolio

• NZDMO managed asset portfolios that, at 30 June 2017, 

included marketable securities of NZ$7.1 billion and a cash 

balance of NZ$7.8 billion

– invested in AAA and AA rated securities

• Liquidity risk is managed on an individual entity basis generally 

by maintaining adequate reserves, banking facilities and 

reserve borrowing facilities, by continuously monitoring 

forecast and actual cash flows

• The Government expects to meet its obligations from 

operating cash flows, from the results of bond tenders, and 

proceeds of maturing financial assets

• The Government has access to financing facilities, of which the 

total unused amount at 30 June 2017 was NZ$959 million



NZDMO Foreign Currency ALM 

• Assets and liabilities are valued daily on a mark-to-

market basis

• Profit (or loss) is generated from changes in the 

market value of the portfolio

• Tactical trading is employed to increase profit or 

reduce risk

• Comprehensive risk measures and limits are used 

(VaR, stop loss limits, stress testing)

• Risk adjusted performance measurement has been 

developed to assess profits against risk utilisation



Integrated ALM Approach

Financial Liabilities

Currency

Interest Rate

Maturity Profile

Cash Flows

Financial Asset Portfolio

Currency

Investment Returns

Term Structure

Cash Flows

Manage both portfolios together as asset and 

liability or net liability portfolio and undertake 

hedging of risks and netting of payment flows

Hedging 

Approach

• use financial assets (including derivatives) to actively 

manage currency, interest rate and liquidity risk

• seek to minimise the “cost of carry”

• primarily hedge the cash flows for current budget year



Practical Example

Debt Service Payments

• For debt payments due 

over the next 1, 3, 6 & 

12 months:

– identify each principal 

and interest payment by 

currency, amount and 

due date

– each week, hedge the 

position and maintain on 

rolling 3-month basis

Financial Asset Portfolios

• Allocate an equivalent 

amount:

– match each cash flow by 

currency, amount and due 

date

– invest to match cash 

flows or cover forward 

using derivatives

– monitor net position and 

unmatched exposures




